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Editor's Note: This story is republished from the latest print edition of Working RE Magazine, mailing to over 60,000 appraisers nationally. WRE is published by OREP (policies now available with free premises coverage). (Am I a Working RE Subscriber?)


What’s Your (Appraisal) Problem?
By Bryan S. Reynolds, CDEI, AQB Certified USPAP Instructor

[bookmark: _GoBack]The first step of the appraisal process is identification of the problem.  Many appraisal practitioners take this step for granted. A clear understanding of the valuation problem is needed before entering into an agreement for services. Here are a couple of reasons why.  

Let’s assume a property owner contacts you and wants their single-family house appraised. This property is located in a tract subdivision in which you have appraised many properties over the years. This is what is considered an easy house to appraise because there are many similar homes in the subdivision, a considerable number of closed comparable sales, and many active competing units.  Supply and demand are in balance as is typical for this highly desirable neighborhood.  

You can’t wait to arrive at the property because the homeowner has a check waiting for you. She wants a good, honest, ethical, competent, professional, unbiased opinion of value. She has been told that you are the best and she is willing to pay for the best.  The house is approximately 1,400 square feet, three bedrooms, and two full bathrooms with a one car attached garage. How long would it take you to inspect or observe this property? Most of my appraisal students indicate about 30-45 minutes.  What if I said no one was there? You could get in and out of that sucker in about ten minutes couldn’t you?  In this case, the owner said she will leave the front door unlocked for you and a check will be left on the kitchen table. You photograph and measure the property.  Now, how long would it take to prepare the report?  She’s not in a rush.

So, it’s D-Day (delivery day) and you provide the client (homeowner) with the completed report.  She is quite impressed with the professional looking appraisal report. It describes the average rainfall in the area, the traffic count, median household income and other demographics. It further reports that Daniel Boone visited the Yellow Banks along the Ohio River, and describes Dragoons and their activities around Daviess County, KY.

The homeowner is very pleased with the presentation and after looking over it, she asks, “What page is the number on?” After all, that is what interests her the most.  You reply page two. She replies “$150,000, that’s wonderful!  I am going to tell all my friends, family and neighbors!  You will get a lot of work from this and I am sincere about that.  I knew you were the best appraiser in the state. I have only one remaining question. Is that the before value or after value?” You probably gulp and say “What?”  Do you suddenly feel like you just stepped in something?
The homeowner now explains that she needs a before and after value because the Department of Transportation (DOT) is taking a portion of her property and she needs to know the value immediately before the taking and the value immediately after the taking.  “Oh, and by the way, you testify in court Monday morning at 8:00 a.m.”  You have just stepped into something you were not expecting.

Just because you have a credential to appraise single-family residential properties, and do so every day, and it’s a single-family house in a subdivision you have appraised for years, it doesn’t automatically make you competent to appraise the subject for any particular use. While you may be extremely competent to appraise that same residential house for a refinance, purchase, relocation assignment, foreclosure, short sale, divorce, homeowner thinking of marketing the property, construction defects, insurance purposes and a whole host of other reasons, you may not be competent to appraise that same single family house in a condemnation case.

Reset Button
The first question you should ask when receiving a potential order is “What’s Your Problem?” You might not ask it exactly like this but make no mistake you need to ask the client to state his or her valuation problem. When you get an answer, you are ready to decide if you are competent to assist them in solving their valuation problem.

When you go to a primary care doctor, what is the first thing he or she asks you?  “What brings you in to see me today, what’s wrong with you, what’s going on?”  In other words, the doctor asks you to identify your health problem.  It is probable that if you say, “Hey doc, look at this bone sticking out of the back of my leg,” he or she might respond, “Oh my, you need to go see an orthopedic specialist at the hospital as soon as possible. I am not competent in that area of medicine.” 

Similarly, appraisers need to identify the Intended Use, which is part of step one in the appraisal process of problem identification, before accepting the assignment.  


USPAP defines Intended Use as:
The use or uses of an appraiser’s reported appraisal or appraisal review assignment opinions and conclusions, as identified by the appraiser based on communication with the client at the time of the assignment.

Standard Rule 1-2b states:
Identify the intended use of the appraiser’s opinions and conclusions;

Comment: An appraiser must not allow the intended use of an assignment or a client’s objectives to cause the assignment results to be biased.

Standard Rule 2-2a(ii) and Standard Rule 2-2b(ii) state:
	state the intended use of the appraisal

Appraisal Process
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Lesson Learned
Here’s a story about what happens when you don’t think things all the way through before you take on a new assignment. Now this is many years ago: I received a telephone call from an attorney in Florida.  I have no idea how he got my name and information but he said his father owned a farm in the nearby area of Union County, along the river bottoms of the Ohio River. I was excited because I had recently completed several farms for the Kentucky Department of Finance.  He said his father had a partial interest in a 700 acre farm and needed to know the value of his father’s interest. I was disappointed because at that time I had limited experience in the appraisal of partial interest estates. I recommended a colleague and said I would be able to assist him. The attorney said that would be good.  I was now excited: I was going to learn something about partial interest appraising. My colleague said, “Bryan, you are going to do all of the work.” I said I know, and then he said he was going to keep all of the money (fee) and I again said I know. Still, I was excited because I was getting more than money:  I was gaining an education.  I was going to become more knowledgeable about partial interest appraising. 

During the process, my colleague said he probably should communicate with the attorney and of course at that point it was his client. I provided the name and contact information.  My colleague convinced the attorney we should do a fee simple estate appraisal instead of a partial interest appraisal and simply let the partners work it out.  I could have done that! My buddy made all the money and I received no education.  Wait, I did receive an education but it was not on valuing a partial interest real estate! It was about thinking things through ahead of time. 

1004 Form- Beware
Appraisers should beware of using the Fannie Mae 1004 form/Freddie Mac form 70 as a catch all.  Many appraisers utilize this form for everything they do.  Keep in mind, this form is designed for appraisals prepared on properties for the intended use of a mortgage finance transaction. Using pre-printed appraisal report forms intended for mortgage finance transactions that contain specific language in the form for any other intended use results in a misleading appraisal report.  For example, if you appraise a house for a homeowner thinking about selling their home, where is the mortgage finance transaction?  If you are appraising a property for a divorce case, where is the mortgage finance transaction?  There isn’t one!

If the appraiser is accustomed to pre-printed forms and prefers to use such forms, most appraisal software companies have provided an alternative form which is customizable.  A General Purpose Appraisal Report (GPAR) or what some refer to as gee-par form, is an option that allows the appraiser to tailor the report for a different intended use.

Appraisers should also consider the specific need of each client and not force a 1004 down everyone’s throat. For instance, does a client who engages an appraiser for their professional, unbiased, independent, expert opinion of market value of their home for potential marketing purposes, really need a picture of their own house?  Think about it, he knows what his house looks like.  Does he need a floor plan of what he walks every day, or a copy of his deed, heck he has the original!  Everyone has a GPS on their smart phones so do they really need a location map with little stick-on arrows? 

Is it so hard to comprehend keeping all that information and just providing an opinion of value?  If you tell a typical homeowner he has functional obsolescence, he likely will look at you funny, and then think he has a disease. Can you keep all of that paperwork and provide the client with what he actually wants? Clients just want to know the market value of their homes.  They are willing to pay for your opinion, an independent, unbiased, professional, expert opinion, not a massive written appraisal report containing information they don’t want or don’t understand.

Oral Reports
Let’s go back to the doctor’s office.  As stated earlier, he or she attempts to identify your health problem. They will ask questions and examine you, kind of like a physical inspection an appraiser preforms.  He states he still doesn’t know what’s wrong so he orders an X-Ray (the subject photos).  Do you see the x-ray? Probably not and if you do, can you understand it?  He then needs further investigation and sends you to the lab for blood work and urine analysis (the location map).  Do you see those results?  What next?  You probably are sent home and then a day or two later receive a call from the doctor’s office. They give you the doctor’s diagnosis, or OPINION, and you say what?  “I’m not going to accept that without a 44-page written report, with the x-ray, and lab results attached with a copy of your license and, oh yeah, include a copy of your malpractice (E&O) insurance policy!”  Of course you are not going to have that response. You will accept the doctor’s diagnosis, or opinion, over the phone.  Appraisers can do the same thing. What?

Consider exploring Oral Appraisal Reports or Restricted Appraisal Reports.  Most appraisers resist these two reporting options but they are permissible under USPAP and many times provide an excellent service to clients who do not want a lengthy report as required by the secondary market.

Some appraisers say it looks better with a form report or the client will want a written report to place on the coffee table as a marketing technique to show potential buyers.  The fact is that you don’t really know what a client wants unless you ask them. Would the report look better if you added the average rainfall, the traffic count, or history of the county?  Most clients don’t want all that stuff or fluff, as some refer to it.  Finally, are you sure he/she wants to place a written report on their coffee table?  What if she thinks her house is worth $250,000 and your appraisal reflects $190,000.  I don’t think she will place that report on her coffee table.  Some would destroy that written report.  An oral real property appraisal report would be more beneficial in this case.

Let’s not forget that the appraisal and the appraisal report are two different things.  Many appraisers and users confuse the two. Standard Rule 1 deals with the development.  It is everything you have to do to get the number.  Standard Rule 2 deals with the report.  It is the method in which you communicate the results of the appraisal to the client. Within the report mechanism there are three different options: Appraisal Report; Restricted Appraisal Report and Oral Real Property Appraisal Report. 

One initial question that should be asked is what level of detail in communication of the appraisal does the client actual want. Do they want a written report or an oral report?  You might be surprised that many just want to know what their house is worth.  An oral report is perfect. If they do want a written report, ask how much detail they want. Do they want to see the analysis (the x-rays and lab work) or are they really just more interested in the results/diagnosis?

Appraisers resist things they haven’t done before. Change is hard and we simply don’t like it. Rest assured, most things change.  If you don’t believe that, look in the mirror.  Think outside the check box.  USPAP does not require you to even physically look at a property (inspect or observe) and provides three different reporting types to communicate your opinions and conclusions.

This article is taken in part from Bryan’s new course Appraiser’s Guide to CYA (Covering Your Appraisals).

About the Author
Bryan S. Reynolds is the owner of Bryan S. Reynolds & Associates, Reynolds Appraisal Service. He provides various educational offerings, mentoring, residential and commercial valuation services, consulting and litigation support services throughout the region as well as being available for lectures and is well known for his Think Outside the "Check" Box approach.
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